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Dear Fellow Stockholders:

On behalf of our Board of Directors and employees, we are pleased to present the 2004 Annual
Report to the Stockholders of BUCS Financial Corp (the “Company”).

During 2004, we continued to grow the Company and BUCS Federal Bank (*‘the Bank”). However,
during October 2004, as a result of the loss of key personnel and increased uncertainty and compe-
tition in the insurance industry, we sold our wholly-owned subsidiary, Armor Insurance Group, Inc.
(*Armor”), with plans to reinvest the proceeds of the sale into operations at the Company and our
core banking business.

Despite increased operating expenses as a result of the Bank opening two new, full-service branches
and a computer operations center in 2003, earnings for the year ended December 31, 2004 were
$590,000, or $1.56 per diluted share, compared to $460,000, or $1.24 per diluted share for 2003.

Asset growth continued a positive trend with total assets at December 31, 2004 reaching $122.8 mil-
lion, as compared to $118.3 million at December 31, 2003. Total deposits increased during 2004 by
$4.4 million or 5.3% compared with growth of $10.5 million or 14.3% for the twelve months ended
December 31, 2003. The deposit growth during 2004 was made up of a $9.7 million or 18.9% increase
in core checking, savings, and money market deposits, partially offset by a $5.1 million or 16.8%
decline in certificate of deposit accounts.

The growth in deposits and the sale and maturity of investments available for sale and investments
held to maturity totaling $13.0 million helped fund a $14.0 million or 18.2% growth of loans receiv-
able, net and the pay down of $800,000 or 3.9% of Federal Home Loan Bank borrowings. Loans
receivable, net totaled $91.2 million at December 31, 2004 compared to $77.1 million at December
31, 2003. Total loan growth included a $5.0 million or 120.9% increase in commercial real estate
loans, an $8.8 million or 37.7% increase in home equity loans, a $3.4 million or 20.0% increase in
secured consumer loans and a $2.4 million or 74.8% increase in commercial loans, partially offset
by a $5.3 million or 20.8% decline in one-to-four family residential loans.

At year-end, stockholders’ equity was $10.6 million, resulting in total book value per share and tan-
gible book value per share of $26.50.

We expect that the investments in the infrastructure that the Company put in place in 2003 and 2004
will help fuel continued excellent asset growth and improved earnings into 2005 and beyond. We
thank you for your support; we are committed to enhancing your investment in the Company.

Sincerely,

&MA%/S‘

Herbert J. Moltzan
President and Chief Executive Officer
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CORPORATE PROFILE

BUCS Financial Corp (the “Company”) was formed as a Maryland corporation in October 2000
at the direction of BUCS Federal Bank (the “Bank’) in connection with the Bank’s conversion from mutu-
al to stock form of ownership. The Company acquired all of the capital stock issued by the Bank upon its
conversion. On March 14, 2001, the Bank completed its conversion in connection with a $4.05 million ini-
tial public offering of the Company’s common stock. The Company is a savings and loan holding compa-
ny which, under existing laws, is permitted to engage in financially related activities, beyond those busi-
ness activities permissible for the Bank. At the present time, the Company conducts no significant busi-
ness or operations of its own other than holding all of the outstanding stock of the Bank and managing its
portfolio of investments purchased with the Company’s portion of the net proceeds obtained in the mutual
to stock conversion.

The Bank was originally founded in 1970 as Maryland Blue Cross and Blue Shield Employees
Federal Credit Union. In the early 1980s, it changed its name to BUCS Federal Credit Union. As a credit
union, it initially served the employees of Carefirst Blue Cross and Blue Shield and its subsidiaries. Over
time, membership grew to include other employee groups. However, as a credit union, it was legally restrict-
ed to serving only customers who shared a “common bond” such as a common employer. On March 1,
1998, it converted its charter to a federal mutual savings association and became BUCS Federal. Upon com-
pletion of the mutual to stock conversion in March 2001, the Bank changed its name to BUCS Federal Bank.

The Bank is a federally chartered stock savings bank, providing traditional retail banking servic-
es, one-to-four family residential mortgage loans, consumer loan products, including home equity, auto,
personal loans, and commercial loans to small businesses in its market area. The Bank is an approved
lender for Small Business Administration guaranteed loans. The Bank is subject to examination and com-
prehensive regulation by the Office of Thrift Supervision (the “OTS”) and its deposits are federally insured
by the Federal Deposit Insurance Corporation (the “FDIC”) under the Savings Association Insurance Fund
(the “SAIF”). The Bank is a member of and owns capital stock in the Federal Home Loan Bank (the
“FHLB”) of Atlanta, which is one of the twelve regional banks in the FHLB system.

Armor Insurance Group, Inc. (“Armor”) was formed in late 1999 as a limited liability company and
wholly-owned subsidiary of the Bank. Subsequent to the Bank’s mutual-to-stock conversion, Armor was
restructured as a subsidiary of the Company and in December 2001 converted to a Maryland corporation.
Armor was a traditional multi-line property and casualty insurance agency with an office located in Ellicott
City, Maryland. Armor sold automobile, homeowners, life, health, and small business property and casual-
ty insurance policies to individuals and small businesses throughout central Maryland. In separate cash deals
Armor acquired four smaller insurance agencies, Comprehensive Insurance Associates, Inc. and the Carolyn
Brooks Agency. Inc. in August 2001, Scott & Geiger, Inc. in June 2002, and First Choice Insurance
Solutions in December 2003. In October 2004, the Company sold most of the business assets of Armor to
the Russell Insurance Group, Inc. of Taylorville, Maryland. The sales price was based on total 2004 actual
commission income from the Armor book of business. The final settlement of this sale will be complete
after all 2004 commissions have been received. This settlement is expected to occur during April 2005.




STOCK PRICE INFORMATION

The Company’s common stock has traded on the OTC-Electronic Bulletin Board under the trad-
ing symbol “BUCS” since it commenced trading on March 15, 2001. The following table reflects high
and low sale closing prices for the calendar quarters indicated. The quotations reflect inter-dealer prices,
without retail mark-up, markdown or commission and may not represent actual transactions. The follow-
ing information has been adjusted for a stock dividend paid by the Company.

2004 High Low

First Quarter $26.77 $23.00
Second Quarter $26.60 $26.00
Third Quarter $26.00 $24.50
Fourth Quarter $24.75 $24.25
2003 High Low

First Quarter $19.92 $19.00
Second Quarter $20.19 $19.86
Third Quarter $21.15 $20.19
Fourth Quarter $24.55 $21.15

The number of shareholders of record as of March 11, 2005 was approximately 267. This does not
reflect the number of persons or entities who held stock in nominee or “street” name through various bro-
kerage firms. At March 11, 2005, there were 400,984 shares of the Company’s common stock outstanding.

As yet, the Company has not paid cash dividends to stockholders. If and when it does, the ability
to pay dividends will be largely dependent upon the dividends it receives from the Bank. The Bank may
not declare or pay a cash dividend on any of its stock if the effect thereof would cause the Bank’s regula-
tory capital to be reduced below (1) the amount required for the liquidation account established in
connection with its mutual-to-stock conversion, or (2) the regulatory requirements imposed by the OTS.
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SELECTED FINANCIAL RATIOS AND OTHER DATA

Selected Financial Ratios and Other Data

Performance Ratios

Return on average assets

Return on average equity

Net interest rate spread

Net interest margin on average interest-
earning assets

Average interest-earning assets to
average interest-bearing liabilities

Efficiency Ratio (non-interest expense
divided by the sum of net interest
income and noninterest income)

Asset Quality Ratios

Non-performing loans to total loans, net

Non-performing loans to total assets

Net charge offs to average loans
outstanding

Allowance for loan losses to total loans

Capital Ratios
Average equity to average assets
Equity to assets at period end

For the Years Ended
December 31,

2004

0.49%
5.79%
3.32%
3.28%

98.02%

85.57%

0.11%
0.08%

0.28%
0.74%

8.38%
8.65%

2003

041%
4.71%
3.00%
3.08%

103.69%

82.76%

0.06%
0.04%

0.29%
0.82%

8.64%
8.45%




MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

General

The Company may from time to time make written or oral forward-looking statements, including
statements contained in the Company’s filings with the Securities and Exchange Commission, in its reports
to stockholders and in other communications by the Company, which are made in good faith by the
Company pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of 1995.

These forward-looking statements involve risks and uncertainties, such as statements of the
Company’s plans, objectives, expectations, estimates and intentions, that are subject to change based on
various important factors (some of which are beyond the Company’s control). The following factors,
among others, could cause the Company’s financial performance to differ materially from the plans, objec-
tives, expectations, estimates and intentions expressed in such forward-looking statements: the strength of
the United States economy in general and the strength of the local economy in which the Company con-
ducts operations; the effects of, and changes in, monetary and fiscal policies and laws, including interest
rate policies of the board of governors of the federal reserve system, inflation, interest rate, market and
monetary fluctuations; the impact of changes in financial services’ laws and regulations (including laws
concerning taxes, banking, securities and insurance); competition; and the success of the Company at man-
aging the risks involved in the foregoing.

The Company cautions that the foregoing list of important factors is not exclusive. The Company
does not undertake to update any forward-looking statement, whether written or oral, that may be made
from time to time by or on behalf of the Company.

The Company’s results of operations are primarily dependent upon net interest income, which is
the difference between the interest income earned on interest-earnings assets, primarily loans, mortgage-
backed securities and investments, and the interest expense on interest-bearing liabilities, primarily
deposits and borrowings. Net interest income may be affected significantly by general economic and com-
petitive conditions and policies of regulatory agencies, particularly those with respect to market interest
rates. The results of operations are also significantly influenced by the level of noninterest expenses such
as employee salaries and benefits, noninterest income, such as loan related fees and fees on deposit relat-
ed services, and the provision for loan losses.

Management of Interest Rate Risk and Market Risk

Qualitative Analysis. Because the majority of the Bank’s assets and liabilities are sensitive to
changes in interest rates, the Bank’s most significant form of market risk is interest rate risk/changes in
interest rates. The Bank may be vulnerable to an increase or decrease in interest rates to the extent that
interest-bearing liabilities mature or reprice more rapidly or more slowly than interest-earning assets.

The Board of Directors has established an asset liability management committee which consists
of the Bank’s president and chief executive officer, its senior officers, including two vice-presidents, and
two members of the Board of Directors, one of whom also serves as treasurer. The committee meets peri-
odically to review loan and deposit pricing and production volumes, interest rate risk analysis, liquidity
and borrowing needs, and a variety of other asset and liability management topics.

To reduce the effect of interest rate changes on net interest income the Bank has adopted various
strategies to enable it to improve matching of interest-earning asset maturities to interest-bearing liability
maturities. The principal elements of these strategies include seeking to:
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* originate loans with adjustable rate features or fixed rate loans with short maturities;

+ lengthen the maturities of its liabilities when it would be cost effective through the pricing and
promotion of certificates of deposits and utilization of FHLB advances;

» attract low cost checking and transaction accounts which tend to be less interest rate sensitive
when interest rates rise;

» when market conditions permit, originate and hold in its portfolio adjustable rate loans which
have monthly, quarterly or annual interest rate adjustments; and

* maintain an investment portfolio that provides a stable cash flow, thereby providing investable
funds in varying interest rate cycles.

The Bank has also made a significant effort to maintain its level of lower costs deposits as a
method of enhancing profitability. At December 31, 2004, the Bank had approximately 50% of its deposits
in relatively low cost savings and non-interest bearing checking accounts. These deposits have traditional-
ly remained relatively stable and are expected to be only moderately affected in a period of rising interest
rates. This stability enables the Bank to offset the impact of rising rates in other deposit accounts.

Quantitative Analysis. The Bank uses the Interest Rate Exposure Report prepared by the Office
of Thrift Supervision based on information provided by the Bank to monitor its exposure to interest rate
risk. The following table presents the effect on the Banks net portfolio value (NPV) as of December 31,
2004 of upward and downward shifts (shock) in the Treasury yield curve.

Net Portfolio Value (NPV) NPV as % of Present Value of Assets
Change in Basis Point
Rates $ Amount $ Change % Change NPV Ratio Change

(Dollars in thousands)
+300bp 12,935 -3,171 -20% 10.42% -213bp
+200bp 14,049 -2,058 -13% 11.19% -136bp
+100bp 15,162 -945 -6% 11.94% -61bp
Obp 16,107 12.56%
- 100bp 16,658 551 +3% 12.88% +32bp

(1) Interest rate changes of ~200bp and ~300bp are not reflected in the table because market rates are at low enough levels 1o make the resulting data derived from such modeling immaterial to estimated changes in Net Portfolio Value

Future interest rates or their effect on NPV or net interest income are not predictable.
Computations of prospective effects of hypothetical interest rate changes are based on numerous assump-
tions, including relative levels of market interest rates, prepayments, and deposit run-offs, and should not
be relied upon as indicative of actual results. Certain shortcomings are inherent in this type of computa-
tion. Although certain assets and liabilities may have similar maturity or periods of repricing, they may
react at different times and in different degrees to changes in the market interest rates. The interest rate on
certain types of assets and liabilities may fluctuate in advance of changes in market interest rates, while
rates on other types of assets and liabilities may lag behind changes in market interest rates. Certain assets
such as adjustable rate mortgages generally have features which restrict changes in interest rates on a short-
term basis and over the life of the asset. In the event of a change in interest rates, prepayments and early
withdrawal levels could deviate significantly from those assumed in making calculations set forth above,
Additionally, an increased credit risk may result as the ability of many borrowers to service their debt may
decrease in the event of an interest rate increase.




Changes in Financial Condition

The Company’s total assets of $122.8 million at December 31, 2004 reflect an increase of $4.4
million or 3.8% as compared to $118.3 million at December 31, 2003. The increase in assets was
comprised of increases in cash and cash equivalents of $3.8 million, loans receivable, net, of $14.1 million,
miscellaneous other assets of $167,000 and establishment of an account for assets held for sale, in
conjunction with the sale of Armor, of $363,000, partially offset by a decrease in investment securities
available for sale and held to maturity totaling $13.0 million, property and equipment, net of $567,000,
and goodwill and other intangible assets of $464,000. The increase in loans receivable was mainly the
result of strong demand for commercial mortgage loans, home equity loans and lines of credit, and small
business loans. The decrease in investment securities was mainly the result of sales of investments in order
to fund strong loan demand and pay down Federal Home Loan Bank (“FHLB”) borrowings.

The increase in the Company’s liabilities was due primarily to a $4.4 million or 5.3% increase in
deposits, partially offset by an $800,000 decrease in FHLB borrowings. The increase in deposits is attributed
to growth of non-interest bearing checking accounts, regular savings and money market accounts at all four
of the Bank’s branches.

Stockholders’ equity totaled $10.6 million at December 31, 2004, an increase of $630,000 or
6.3%. The increase is the result of net earnings for the year ended December 31, 2004 and the effect of the
allocation of shares from the Bank’s Employee Stock Ownership Plan (“ESOP”) totaling $673,000,
partially offset by a $44,000 decline in the unrealized gain on securities available for sale.
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Average Balance Sheet

The following table sets forth a summary of average balances of assets and liabilities as well as
average yield and rate information. The average yields and costs are derived by dividing income and
expense by the average balances of assets or liabilities, respectively. ($ in thousands)

Year Ended December 31
2004 2003
Average Average
Outstanding  Interest Outstanding  Interest

Balance  Earned/Paid Yield/Rate Balance  Earned/Paid Yield/Rate

Interest-earning assets:

Loans receivable (1) $ 85,848 $ 4,852 565% § 70,105 $ 4,327 6.17%
Investment securities (2) 22,529 892 3.96% 35,764 1,328 3.11%
Total interest-earning assets 108,377 5,744 5.30% 105,869 5,655 5.34%
Noninterest-earning assets: 13,241 7.183
Total assets $121,618 $ 113,052
Interest-bearing liabilities :
Savings accounts $ 28,536 $ 152 053% $ 27283 §$ 228 0.84%
Money market accounts 20,653 256 1.24% 15,422 226 1.47%
Certificates of Deposit 28,425 1,017 3.58% 29,971 1,213 4.05%
Checking 11,073 - 0.00% 10,563 - 0.00%
Total deposits 88,687 1,425 1.61% 83,239 1,667 2.00%
Borrowed Funds 21,879 763 3.49% 18,859 723 3.83%
Total interest-bearing liabilities 110,566 2,188 1.98% 102,098 2,390 2.34%
Noninterest-bearing liabilities 865 1,186
Total liabilities 111,431 103,284
Equity 10,187 9,768
Total liabilities and equity $ 121,618 $ 113,052
Net Interest income $ 3,556 $ 3,265
Interest rate spread (3) 3.32% ~3.00%
Net yield on interest- earning assets (4) 3.28%  3.08%

Ratio of average interest-earning assets
to average interest-bearing liabilities 98.02%

—_
“ = “
g
>
¥2)
=

" Non-accruing loans have been included in loans receivable, and the effect of such inclusion was 1 >t material.

@ Includes government securities, mortgage-backed securities, overnight deposits and FHLB stock.

@ Interest rate spread represents the difference between the average yield on interest-earnings assets and the average cost of interest-
bearing liabilities.

“ Net yield on interest-earning assets represents net interest income as a percentage of average interest-earning assets.




Rate/Volume Analysis

The relationship between the volume and rates of the bank's interest-earning assets and interest-
bearing liabilities influence the Bank's net interest income. The following table reflects the sensitivity of
the Bank's interest income and interest expense to changes in volume and in prevailing interest rates dur-
ing the periods indicated. Each category reflects the: (1) changes in volume (changes in volume multiplied
by old rate; (2) changes in rate (changes in rate multiplied by old volume); (3) changes in rate/volume
(changes in rate multiplied by changes in volume); (4) net change. The net change attributable to the com-
bined impact of volume and rate has been allocated proportionally to the absolute dollar amounts of
change in each.

Year Ended December 31
2004 vs. 2003
Increase (Decrease)

Due to
Rate/
Volume Rate Volume Net
Interest income:
Loans receivable $ 972 % (365 $ (82) § 525
Investment securities and other (491) 88 (33) (436)
Total interest-earning assets $ 481 $ 277 $ (115 $ 89
Interest expense:
Savings accounts $10 $ ®) $ & $ 76
Money market accounts 77 (35) (12) 30
Certificates of deposit (63) (140) 7 (196)
Checking accounts - - - -
Borrowed funds 116 (65) (10) 41
Total interest-bearing liabilities $ 140 $ (33220 $ (19 $ (20D
Change in net interest income $ 341 $§ 45 § (96) $ 290

Results of Operations

Net Income. The Company recorded net income of $590,000 for the year ended December 31,
2004, as compared to $460,000 for 2003, representing a $130,000 increase. The increase was primarily
attributable a $291,000 increase in net interest income, a $381,000 increase in non-interest income and a
$191,000 increase as a result of the sale of Armor Insurance Group, Inc., partially offset by a $739,000
increase in non-interest expenses, a $38,000 increase in provision for loan losses and a $79,000 increase
in provision for income taxes.

Net Interest Income. Net interest income is the most significant component of our income from
operations. Net interest income is the difference between interest the Bank receives on interest-earning
assets, mainly loans and mortgage-backed securities, and interest paid on interest-bearing liabilities, pri-
marily deposits and borrowings. Net interest income depends on the volume of and rates earned on inter-
est-earning assets and the volume of and rates paid on interest-bearing liabilities.

The Company’s net interest income increased $291,000 or 8.9% to $3,556,000 for the year ended
December 31, 2004, as compared to $3,264,000 for 2003. The average balance of interest-earning assets

BUCS Financial Corp
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REPORT OF INDEPENDENT
REGISTERED PUBLIC ACCOUNTING FIRM

|4 STEGMAN

&C O MPANY

CERTIFIED PUBLIC ACCOUNTANTS AND
MANAGEMENT CONSULTANTS SINCE 1915

Audit Committee of the Board of Directors and Stockholders
BUCS Financial Corp
Owings Mills, Maryland

We have audited the accompanying consolidated balance sheets of BUCS Financial Corp
and subsidiaries as of December 31, 2004 and 2003, and the related consolidated state-
ments of operations, changes in stockholders’ equity, and cash flows for the years then
ended. These consolidated financial statements are the responsibility of the management
of BUCS Financial Corp. Our responsibility is to express an opinion on these consolidat-
ed financial statements based on our audits.

We conducted our audits in accordance with the standards of The Public Company
Accounting Oversight Board (United States). Those standards require that we plan and
perform the audits to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of BUCS Financial Corp and subsidiaries as of
December 31, 2004 and 2003 and the results of its operations and cash flows for the years
then ended in conformity with accounting principles generally accepted in the United
States of America.

éz;sr—""“‘fp

Baltimore, Maryland
February 8, 2005




BUCS FINANCIAL CORP AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2004 AND 2003

ASSETS
2004 2003
Cash and cash equivalents $ 7,296,507 $ 3,486,463
Investment securities:
Available-for-sale - at fair value 5,928,920 16,988,850
Held-to-maturity - at amortized cost - fair value
of $9,174,946 (2004) and $11,075,730 (2003) 9,285,882 11,204,342
Loans receivable, net of allowance for loan losses
of $682,339 (2004) and $630,702 (2003) 91,215,225 77,128,367
Property and equipment, net 4,116,949 4,683,974
Investment in Federal Home Loan Bank
of Atlanta stock - at cost 1,114,900 1,140,000
Accrued interest receivable 377,285 409,549
Bank-owned life insurance 2,132,529 2,045,410
Goodwill - 165,667
Other intangible assets - 298,859
Assets held for sale 362,915 -
Prepaid expenses and other assets 935,039 767,735
TOTAL ASSETS $122,766,151 $118,319,216
LIABILITIES AND STOCKHOLDERS’ EQUITY
LIABILITIES:
Deposits $ 88,620,555 $ 84,187,323
Accounts payable and other liabilities 1,017,815 803,825
Borrowed funds - Federal Home Loan Bank of Atlanta 19,500,000 20,300,000
Notes payable - 30,000
Guaranteed preferred beneficial interest in
Company’s subordinated debt 3,000,000 3,000,000
Total liabilities 112,138,370 108,321,148
STOCKHOLDERS’ EQUITY:
Common stock, par value $0.10 per share, 5,000,000 shares
authorized, 400,984 and 364,585 shares issued and outstanding
at December 31, 2004 and 2003, respectively 40,099 36,459
Stock dividends distributable - 3,640
Additional paid-in capital 4,170,343 4,117,839
Retained earnings 6,609,556 6,021,020
Unallocated common stock held by employee stock
ownership plan (“ESOP”) (200,942) (233,352)
Accumulated other comprehensive income 8,725 52,462
Total stockholders’ equity 10,627,781 9,998,068
TOTAL LIABILITIES AND STOCKHOLDERS’
EQUITY $122,766,151 $118,319,216

The notes to the consolidated financial statements are an integral part of these statements.
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BUCS FINANCIAL CORP AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED DECEMBER 31, 2004 AND 2003

INTEREST INCOME:
Loans receivable
Investment securities

Total interest income

INTEREST EXPENSE:
Deposits
Borrowed funds

Total interest expense
NET INTEREST INCOME
PROVISION FOR LOAN LOSSES

NET INTEREST INCOME AFTER PROVISION
FOR LOAN LOSSES

NONINTEREST INCOME:
Fees and service charges
{Loss)/Gain on sale of investment securities
Gain on sale of loans
Fee to process and maintain cash facility

Other
Total noninterest income

NONINTEREST EXPENSE:
Compensation and benefits
Occupancy expense of premises
Office expense
Professional fees
Advertising and marketing expense
Conferences and training
Loan servicing
Other operating expenses

Total noninterest expense
INCOME BEFORE INCOME TAXES
INCOME TAX EXPENSE
INCOME FROM CONTINUING OPERATIONS
DISCONTINUED OPERATIONS:

Gain/(loss) from operations of discontinued component,

including gain on disposal of $269,554
Income tax (expense)/benefit

Net gain/(loss) on discontinued operation
NET INCOME

The notes to the consolidated financial statements are an integral part of these statements.

2004

$4,851,442
892413

5,743,855

1,425,146
762,783

2,187,929
3,555,926
293,705

3,262,221

2,640,201
(5.422)
28,280
120,000
127,608

2,910,667

2,792,026
1,100,680
843,433
269.590
245,700
104,468
74,531
103,548

5,533,976
638,912
225,296

$ 413,616

290,302
(113,922)

$ 176,380
$ 589,996

2003

$4,327,118

1,328,229
5,655,347

1,667,484
723,396

2,390,880

3,264,467

255,427

3,009,040

2,303,397
4,429
36,996
120,000
64,701

2,529,523

2,261,108
866,878
824,316
197,166
359,979
100,153

86,495
99,089

4,795,184

743,379
268,832

$ 474,547

(23,037)

8,497
$ (14,540)
5 460007




BUCS Financial Corp and Subsidiaries

Consolidated Statements of Operations (Continued)
For the Years Ended December 31, 2004 and 2003

EARNINGS PER SHARE - BASIC

From continuing operations
From discontinued operations
Net Income

Shares used in computing basic earnings per share
EARNINGS PER SHARE - DILUTED

From continuing operations
From discontinued operations
Net Income

Shares used in computing diluted earnings per share

December 31, December 31,
2004 2003
$ 1.11 $ 1.27

48 (.03)

$ 159 $ 1.24
371,750 371,750
$ 1.09 $ 1.27

47 (.03)

$ 156 $ 1.24

379,010 372,405

The notes to the consolidated financial statements are an integral part of these statements.
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BUCS FINANCIAL CORP AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2004 AND 2003

Common
Stock

Retained
Earnings

Accumulated
Unallocated Other
Common Compre- Total
Stock hensive Stock-
Held by (Loss) holders’
ESOP Income Equity

Balance at January 1, 2003 $36,459
Comprehensive income:
Net income -

Other comprehensive (loss),
net of tax - unrealized gains on
available-for-sale securities -

Total comprehensive income
Stock dividends declared -

Fair value of ESOP shares
allocated _

Balance at December 31, 2003 36,459
Net income -

Other comprehensive (loss), net
of tax - unrealized losses on
available-for-sale securities -

Total comprehensive income -
Stock dividends paid 3,640
Cash paid for fractional dividends -

Fair value of ESOP shares
allocated

Balance at December 31,2004  $40,099

$6,486,967

460,007

(925.954)

6,021,020
589,996

$6.609,556

$(265,762)  $271,031 $9.669,072

- - 460,007

- (218,569) (218,569)
241438

|
|

2410 - 87558
(233352) 52462 9,998,068
- - 589,996

- (43,737) (43,737)
- - 546,259

- - (1,460)

32,410 — 84,914
$(200942) § 8725  §10,627,781

The notes to the consolidated financial statements are an integral part of these statements.




BUCS FINANCIAL CORP AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income
Reconciliation of net income to net cash provided
by operating activities:
Loss (gain) on sale of investment securities
Gain on sale of loans
Provision for loan losses
Non-cash ESOP expense
Deferred income taxes
Increase in cash surrender value of life insurance
Proceeds from sale of loans
(Gain) loss on discontinued operations
Depreciation and amortization

Effects of changes in operating assets and liabilities:

Accrued interest receivable
Prepaid expenses and other assets
Accounts payable and other liabilities

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Net increase in loans
Proceeds from maturities, redemption and sales
of securities available-for-sale

Proceeds from repayments on securities held-to-maturity
(Purchase of) proceeds from redemption of FHLB stock

Purchase of securities held-to-maturity
Purchase of securities available-for-sale
Purchase of bank-owned life insurance
Purchase of property and equipment

Proceeds from sale of discontinued operations
Acquisition of insurance subsidiaries

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:

Proceeds from issuance of guaranteed preferred
beneficial interest in Company’s subordinated debt

Allocated fair value of ESOP shares

(Decrease)/Increase in Federal Home Loan Bank of
Atlanta borrowings

Net increase in deposits

Cash paid for fractional shares of stock dividend

Repayments of notes payable

Net cash provided by financing activities

BUCS Financial Corp

2003

$ 589,996

5422
(28,280)
293,705
84,914
23,638
(87,119)
1,137,538
(176,380)
562,743

32,264
(75,838)
215,674

2,578,277

(15,489,821)

10,936,876
1,882,437
25,100

435,422
(244,933)

(2,454,919)

84,914

(800,000)
4,433232
(1,460)
(30,000)

3,686,686

2002

§ 460,007

(4,429)
(36,996)
255427
87,600
14,717
(45,410)
819,317
14,540
507,314

(88,335)
(226,459)
(132,720)

1,624,573

(11,829,220)

14,728,129

2,163,101
(265,000)
(11,970,496)
(12,100,042)
(2,000,000)
(2,143,939)

(98,200)
(23,515,667)

3,000,000
87,558

7,800,000
10,533,133

(138,000)
21,282,691
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BUCS Financial Corp and Subsidiaries

CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)
FOR THE YEARS ENDED DECEMBER 31, 2004 AND 2003

NET INCREASE (DECREASE) IN CASH
AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS
AT BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS
AT END OF YEAR

Supplemental disclosure of cash flow information:
Cash paid for income taxes

Cash paid for interest

The notes to the consolidated financial statements are an integral part of these statements.

2004

$3,810,044

3,486,463
$7,296,507

$ 198,400
52,174,219

2003

$(608,403)

4,094,866
$3,486,463

$ 157,285
$2,392,976




BUCS FINANCIAL CORP AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2004 AND 2003

1. NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Nature of Operations

BUCS Financial Corp (the “Company” or “Corporation”) is a savings and loan holding company
that provides its customers with banking and non-banking financial services through its wholly-owned sub-
sidiaries BUCS Federal Bank (the “Bank™) and ARMOR Insurance Group, Inc. (“ARMOR”). The Bank
offers various loans, deposit and other financial service products to its customers. The Bank’s customers
include individuals and commercial enterprises throughout central Maryland; emphasizing the areas sur-
rounding its main office and branch locations in Owings Mills and Columbia, Maryland, respectively.

Principles of Congsolidation

The consolidated financial statements include the accounts of the Company and its wholly-owned
subsidiaries. All significant intercompany transactions and balances are eliminated in consolidation. The
accompanying consolidated financial statements have been prepared in accordance with accounting prin-
ciples generally accepted in the United States of America and conform to general practices within the
banking industry. Certain reclassifications have been made to amounts previously reported to conform to
the classifications made in 2004.

Use of Estimates in Preparing Financial Statements

The preparation of financial statements in conformity with accounting principles generally accept-
ed in the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from these estimates.

Cash and Cash Equivalents

For purposes of the consolidated statement of cash flows, the Company considers all highly liquid
debt instruments with original maturities of three months or less to be cash equivalents.

Investment Securities

The Company’s investments in securities are classified into two categories and are accounted for
as follows: :

Investment securities available-for-sale are stated at estimated fair value based on quoted market
prices. They represent those securities which management may sell as part of its asset/liability strategy or
which may be sold in response to changing interest rates, changes in prepayment risk or other similar fac-
tors. The cost of securities sold is determined by the specific identification method. Net unrealized hold-
ing gains and losses on these securities are reported as accumulated other comprehensive income, a sepa-
rate component of stockholders’ equity, net of related income taxes.

BUCS Financial Corp
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Investment securities held-to-maturity are stated at cost adjusted for amortization of premiums and
accretion of discounts. The Company intends and has the ability to hold such securities until maturity. When
securities are transferred into the held-to-maturity category from available-for-sale, they are accounted for
at estimated fair value with any unrealized holding gain or loss at the date of the transfer reported as accu-
mulated other comprehensive income, net of income taxes, and amortized over the remaining life of the
security as an adjustment of yield. The amortization of premiums and accretion of discounts are recognized
in interest income using methods approximating the interest method over the period to maturity.

Loans Receivable

Loans receivable are stated at unpaid principal balances net of any deferred fees and costs, less the
allowance for loan losses.

Interest income is accrued at the contractual rate applied to the principal amount outstanding. A
loan is placed on nonaccrual when it is specifically determined to be impaired or when principal or inter-
est is delinquent for 90 days or more. Any unpaid interest previously accrued on those loans is reversed
from income. Interest income generally is not recognized on specific impaired loans unless the likelihood
of further loss is remote. Interest payments received on such loans are applied as a reduction of the loan
principal balance. Interest income on other nonaccrual loans is recognized only to the extent of interest
payments received.

Certain direct origination costs are deferred and amortized as a yield adjustment over the lives of
the related loans. The Bank generally does not charge loan origination fees to customers.

The Company identifies impaired loans and measures impairment (i) at the present value of expect-
ed cash flows discounted at the loan’s original effective interest rate; (ii) at the observable market price, or
(111) at the fair value of the collateral if the loan is collateral dependent. If the measure of the impaired loan
1s less than the recorded investment in the loan, an impairment is recognized through a valuation allowance
and corresponding charge to provision for loan losses. The Company does not apply these provisions to larg-
er groups of smaller-balance homogeneous loans such as consumer installment, residential first and second
mortgage loans and credit card loans. These loans are collectively evaluated for impairment.

A loan is determined to be impaired when, based on current information and events, it is probable
that the Company will be unable to collect all amounts due according to the contractual terms of the loan
agreement. A loan is not considered impaired during a period of delay in payment if the Company expects
to collect all amounts due, including interest past-due. The Company generally considers a period of delay
in payment to include delinquency up to 90 days.

The Company identifies loans subject to impairment by individually reviewing every loan 60 days
or more delinquent, selected non-delinquent loans and other loans if there is an indication of a problem.

Allowance for Loan Losses

The allowance for loan losses represents an amount which, in management’s judgment, will be
adequate to absorb probable losses on existing loans and other extensions of credit that may become uncol-
lectible. The allowance for loan losses consists of an allocated component and an unallocated component.
The components of the allowance for loan losses represent an estimation done pursuant to either Statement
of Financial Accounting Standards (“SFAS”) No. 5, Accounting for Contingencies or SFAS No. 114,
Accounting by Creditors for Impairment of a Loan. The adequacy of the allowance for loan losses is deter-
mined through review and evaluation of the loan portfolio and involves the balancing of a number of fac-
tors to establish a prudent level. Management’s assessment includes the systematic evaluation of several
factors: current economic conditions and their impact on specific borrowers; the level of classified and
non-performing loans; the historical loss experience by loan type; the results of regulatory examinations;




and, in specific cases, the estimated value of underlying collateral. Loans deemed uncollectible are charged
against, while recoveries are credited to, the allowance. Management adjusts the level of the allowance
through the provision for loan losses, which is recorded as a current period operating expense. The
Company’s methodology for assessing the appropriateness of the allowance consists of several key ele-
ments, which include the formula allowance, specific allowances and the unallocated allowance.

The formula allowance is calculated by applying loss factors to corresponding categories of outstand-
ing loans. Loss factors are based on the Company’s historical loss experience. The use of these loss factors is
intended to reduce the difference between estimated losses inherent in the portfolio and observed losses.

Specific allowances are established in cases where management has identified significant condi-
tions or circumstances related to a loan that management believes indicate the probability that a loss may
be incurred in an amount different from the amount determined by application of the formula allowance.
For other problem graded credits, allowances are established according to the application of credit risk fac-
tors. These factors are set by management to reflect its assessment of the relative level of risk inherent in
each grade.

The unallocated portion of the allowance is determined based on management’s assessment of
general economic conditions, as well as specific economic factors in the individual market in which the
Company operates. This determination inherently involves a higher risk of uncertainty and considers cur-
rent risk factors that may not have yet manifested themselves in the Company’s historical loss factors used
to determine the allocated component of the allowance and it recognizes knowledge of the portfolio may
be incomplete.

Management believes that the allowance for loan losses is adequate. However, the determination
of the allowance requires significant judgment, and estimates of probable Josses inherent in the loan port-
folio can vary significantly from the amounts actually observed. While management uses available infor-
mation to recognize probable losses, future additions to the allowance may be necessary based on changes
in the loans comprising the loan portfolio and changes in the financial condition of borrowers, such as may
result from changes in economic conditions. In addition, various regulatory agencies, as an integral part of
their examination process, periodically review the Bank’s loan portfolio and allowance for loan losses.
Such review may result in recognition of additions to the allowance based on their judgments of informa-
tion available to them at the time of their examination.

Property and Equipment

Property and equipment are stated at cost less accumulated depreciation and amortization.
Depreciation and amortization are accumulated using the straight-line method over the estimated uvseful
lives of the assets. Additions and betterments are capitalized and charges for repairs and maintenance are
expensed when incurred. The cost and accumulated depreciation or amortization are eliminated from the
accounts when an asset is sold or retired and the resultant gain or loss is credited or charged to income.
Leasehold improvements are amortized over the remaining life of the lease. Furniture, fixtures and equip-
ment are depreciated over periods of 3 to 12 years. For tax purposes, depreciation is computed using accel-
erated methods.

Investment in Federal Home Loan Bank of Atlanta Stock

As a member of the Federal Home Loan Bank of Atlanta (“FHLB”), the Bank is required to main-
tain an investment in capital stock of the FHLB in varying amounts based on balances of outstanding loans
and on amounts borrowed from the FHLB. This stock is considered to be a non-marketable equity securi-
ty under SFAS No. 115 and, accordingly, is reported at cost.
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Goodwill

Goodwill represents the excess of the cost of assets acquired in business combinations accounted
for under the purchase method over the fair value of the net assets at dates of acquisition and is periodi-
cally tested for impairment.

Other Intangible Assets

Other intangible assets, consisting of contracts and related customer relationships, were created
with the acquisition of certain insurance agencies by ARMOR in 2003 and 2002. Intangible assets are
amortized over the estimated lives and evaluated for impairment when necessary. If circumstances suggest
that their value may be impaired and the write-down would be material, an assessment of recoverability is
performed prior to any write-down of the asset.

Amortization on contracts and related customer relationships are calculated using the straight-line
method over a ten-year period.

Bank-Owned Life Insurance

The Bank is the beneficiary of insurance policies on the lives of officers and some employees of
the Bank. The Bank has recognized the amount that could be realized under the insurance policies as an
asset in the consolidated balance sheets.

Income Taxes

Income tax expense is based on the results of operations, adjusted for permanent differences
between items of income or expense reported in the financial statements and those reported for tax pur-
poses. Deferred income taxes are recognized for the tax consequences of temporary differences between
financial statement carrying amounts and the tax bases of assets and liabilities. Deferred income taxes are
provided on income and expense items when they are reported for financial statement purposes in periods
different from the periods in which these items are recognized in the income tax returns. Deferred tax
assets are recognized only to the extent that it is more likely than not that such amounts will be realized
based upon consideration of available evidence, including tax planning strategies and other factors.

Comprehensive Income

Comprehensive income includes all changes in stockholders” equity during a period, except those
relating to investments by and distributions to stockholders. The Company’s comprehensive income con-
sists of net income and unrealized gains and losses on securities available-for-sale. Accumulated other
comprehensive income is displayed as a separate component of stockholders’ equity.

Earnings Per Share

Basic net earnings per common share is computed by dividing net earnings applicable to common
stockholders by the weighted-average number of common shares outstanding during the period. Diluted
earnings per share is determined using the weighted-average number of common shares outstanding dur-
ing the period, adjusted for the dilutive effect of common stock equivalents, consisting of shares that might
be issued upon exercise of common stock options (Treasury Stock Method). At December 31, 2004 there
were 43,451 options outstanding that are considered in the money. Accordingly, such options outstanding
had a dilutive effect on earnings per share for the year ended December 31, 2004 of $.03. Earnings per
share amounts have been given retroactive effect to the 10% stock dividend declared December 22, 2003.




Stock-Based Compensation

The Corporation’s stock-based compensation plan is accounted for based on the intrinsic value
method set forth in Accounting Principles Board Opinion (“APB”) No. 25, Accounting for Stock Issued to
Employees, and related interpretations. Compensation expense for stock options is generally not recognized
if the exercise price of the option equals or exceeds the fair market value of the stock on the date of grant.

No options were granted in 2004. The option strike price was equal to the market price of the com-
mon stock at the date of the grant for all options granted in 2003; accordingly, no compensation expense
related to options was recognized in 2003. If the Company had applied a fair value based method to rec-
ognize compensation cost for the options granted, net income and earnings per share would have been
changed to the following pro forma amounts for the year ended December 31, 2003:

2004 2003

Net income - as reported $ 589,996 $ 460,007
Deduct: Total stock-based compensation determined

under fair value based method for all awards,

net of related income tax effects 0 (161,959)
Pro forma net income $ 589,996 $ 298,048
Earnings per share:

Basic - as reported $ 159 § 124

Basic - pro forma $§ 159 $ .80

Diluted - as reported $ 156 $ 124
Diluted - pro forma $§ 156 $ .30

For purposes of pro forma disclosures, the estimated minimum value of the options is amortized
to expense over the option’s vesting period. Note that the effects of applying SFAS No. 123 for pro forma
disclosures in the current year are not necessarily representative of the effects on pro forma net income for
future years.

The weighted average fair value of options granted during 2003 was $6.89 on the date of the grant.
The fair value of options granted is estimated on the date of the grant using the Black-Scholes option pric-
ing model. The Black-Scholes option pricing model was originally developed for use in estimating the fair
value of traded options, which have different characteristics from the Company’s stock options. The model
is also sensitive to changes in the subjective assumptions, which can materially affect the fair value esti-
mate, As a result, management believes the Black-Scholes model may not necessarily provide a reliable
single measure of the fair value of employee stock options. The following weighted average assumptions
were used in the Black-Scholes option pricing model:

2003
Dividend yield 0.00%
Expected volatility 5.00%
Risk-free interest rate 4.49%
Expected lives (in years) 10
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Advertising Costs

Advertising and marketing costs are expensed as incurred and for the years ended December 31,
2004 and 2003 totaled $245,700 and $359,979, respectively.

Discontinued Operations and Assets Held for Sale

The Company entered into a definitive agreement to sell the intangible assets and goodwill of its
wholly-owned subsidiary, Armor Insurance Group, Inc., on September 30, 2004.

The Company realized cash proceeds for this sale of $709,944 on October 1, 2004. These proceeds
resulted in a before tax gain on sale of $274,095 and tax-adjusted gain on sale of approximately $168,240.
The Company retains the right to additional cash proceeds in the first or second quarter of 2005 contin-
gent upon performance of the assets sold as determined through year-end 2004 but such additional pro-
ceeds are not certain at December 31, 2004. The Company further expects to liquidate tangible assets of
the discontinued operation that carry a book value of approximately $327,000 at December 31, 2004. The
net asset value of the discontinued operation is reported as an asset held for sale as of December 31, 2004.

Reclassifications

Certain reclassifications have been made to the 2003 financial statement presentation to correspond
to the current year’s format. Total equity and net income are unchanged due to these reclassifications.

2. RECENT ACCOUNTING PRONOUNCEMENTS

In January 2003, the Financial Accounting Standards Board (“FASB”) issued Financial
Interpretation No. 46, Consolidation of Variable Interest Entities (“FIN 467), which explains identification
of variable interest entities and the assessment of whether to consolidated these entities. FIN 46 requires
existing unconsolidated variable interest entities to be consolidated by their primary beneficiaries if the
entities do not effectively disperse risks among the involved parties. The potential de-consolidation of sub-
sidiary trusts of bank holding companies formed in connection with the issuance of trust preferred securi-
ties appears to be an unintended consequence of FIN 46. On December 17, 2003, the FASB revised FIN
46 (“FIN46R”) and deferred the effective date of FIN 46 to no later than the end of the first reporting peri-
od that ends after March 15, 2004. Accordingly, the Company chose to postpone de-consolidation of the
trust preferred securities until March 31, 2004. The overall effect on the Company’s financial position and
operating results of this de-consolidation were not material. The Company has no significant variable inter-
ests in any entities which would require disclosure or consolidation.

In May 2003, the FASB issued Statement of Financial Accounting Standard (“SFAS”) No. 150,
Accounting for Certain Financial Instruments with Characteristics of both Liabilities and Equity. This
Statement establishes standards for how an issuer classifies and measures certain financial instruments
with characteristics of both liabilities and equity. It requires that an issuer classify a financial instrument
that is within its scope as a liability (or an asset in some circumstances). Many of those instruments were
previously classified as equity. Some of the provisions of this Statement are consistent with the current def-
inition of liabilities in FASB Concepts Statement No. 6, Elements of Financial Statements. The remaining
provisions of this Statement are consistent with the Board’s proposal to revise that definition to encompass
certain obligations that a reporting entity can or must settle by issuing its own equity shares, depending on
the nature of the relationship established between the holder and the issuer. While the Board still plans to
revise that definition through an amendment to Concepts Statement 6, the Board decided to defer issuing
that amendment until it has concluded its deliberations on the next phase of this project. That next phase
will deal with certain compound financial instruments including puttable shares, convertible bonds, and
dual-indexed financial instruments. These provisions of SFAS No. 150 are effective for financial state-
ments for fiscal years ending after June 15, 2003. The application of SFAS No. 150 did not have a mate-
rial impact on the Company’s operations.




On September 30, 2004, FASB issued FASB Staff Position (“FSP”) Emerging Issues Task Force
(“EITF”) Issue No. 03-1-1 delaying the effective date of paragraphs 10-20 of EITF 03-1, The Meaning of
Other-Than-Temporary Impairment and Its Application to Certain Investments, which provides guidance
for determining the meaning of “other-than-temporarily impaired™ and its application to certain debt and
equity securities within the scope of SFAS No. 115, “Accounting for Certain Investments in Debt and
Equity Securities”, and investments accounted for under the cost method. The guidance requires that
investments which have declined in value due to credit concerns or solely due to changes in interest rates
must be recorded as other-than-temporarily impaired unless the Company can assert and demonstrate its
intention to hold the security for a period of time sufficient to allow for a recovery of fair value up to or
beyond the cost of the investment, which might mean maturity. The delay of the effective date of EITF 03-
1 will be superceded concurrent with the final issuance of proposed FSP Issue 03-1-a. Proposed FSP Issue
03-1-a is intended to provide implementation guidance with respect to all securities analyzed for impair-
ment under paragraphs 10-20 of EITF 03-1. Management continues to closely monitor and evaluate how
the provisions of EITF 03-1 and proposed FSP Issue 03-1-a will affect the Company.

In December 2004, the FASB issued SFAS No. 123 (revised 2004) (“SFAS No. 123(R)”), Share-
Based Payment, which is a revision of SFAS No. 123. SFAS 123(R) supercedes APB No. 25 and amends
FASB Statement No. 95, Statement of Cash Flows. SFAS No. 123(R) requires all share-based payments
to employees, including grants of employee stock options, to be recognized as compensation expense
through the income statement based upon their fair values. Pro torma disclosure is no longer an alterna-
tive. SFAS 123(R) is effective for the first quarter of 2006. The adoption of this standard will not have a
material impact on the Company’s operations.

3. BUSINESS COMBINATIONS

During the year ended December 31, 2003, the Company’s insurance agency subsidiary acquired
assets of two other insurance agencies. The transaction was accounted for using the purchase method of
accounting. Total acquisition cost of the company was $98,200, including brokers’ commissions of $700.
The purchase price was allocated entirely to contracts and related customer relationships.

The amount due to the entities acquired in this transaction and acquisitions occurring in previous
years in the amount of $30,000 was paid during 2004. During 2003 $138,000 had been paid related to the
purchase agreements.

4. INVESTMENT SECURITIES

The amortized cost and estimated fair value of investment securities are summarized as follows:

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gain Losses Value
December 31, 2004:
Investment securities available-for-sale:
Obligations of U.S. Government agencies $ 1,000,000 $ - % 9626 $ 990,374
Mortgage-backed securities 4,914,705 29,868 6,027 4,938,546
5,914,705 29,868 15,653 5,928,920
Investment securities held-to-maturity:
Collateralized mortgage obligations 203,170 1,078 - 204,248

Mortgage-backed securities 9,082,712 112,014 8,970,698
9,285,882 1,078 112,014 9,174,946
$15,200,587 $ 30,946 $127,667  $15,103,866
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Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gain Losses Value
December 31, 2003:
Investment securities available-for-sale:
Obligations of U.S. Government agencies $ 3984,216 $ 10,601 $ 83,380 § 3,911,437
Mortgage-backed securities 12,921,361 165,163 9,111 13,077,413
16,905,577 175,764 92,491 16,988,850
Investment securities held-to-maturity:
Collateralized mortgage obligations 324274 2,168 51 326,391
Mortgage-backed securities 10,880,068 - 130,729 10,749,339
11,204,342 2,168 130,780 11,075,730
$28,109,919  $177,932 $223,271  $28,064,580

The amortized cost and estimated fair values of investment securities by contractual maturity date

at December 31, 2004 are as follows:

Amortized
Cost
Investment securities available-for-sale:
Within one year $ -
1 -5 years 1,191,691
6 - 10 years 576,778
After 10 years 4,146,236
Investment securities held-to-maturity:
Within one year -
1 - 5 years 203,170
6 - 10 years -
After 10 years 9,082,712
Totals $15,200,587

Estimated
Fair

Value

$ —
1,186,754

578,565
4,163,601

204,248

8,970,698
$15,103,866

Expected maturities will differ from contractual maturities because borrowers may have the right

to call or prepay obligations with or without call or prepayment penalties.

Investment securities with an amortized cost of $10,915,736 and an estimated fair value of
$10,844,586 have been pledged as collateral for credit extended by the Federal Home Loan Bank of

Atlanta (“FHLB”) at December 31, 2004.

The gross realized gains and losses on available for sale securities for the years ended December

31, 2004 and 2003 are as follows:

2004 2003
Gross Gross Gross Gross
Realized Realized Realized Realized
Gains Losses Gains Losses
Securities available-for-sale $ 69,513 $ 75,341 $ 43,310 $ 38,881




Proceeds from sales of securities available-for-sale amounted to $6,647,681 and $3,328,405 for
the years ended December 31, 2004 and 2003, respectively.

Net unrealized holding losses on available-for-sale securities that have been included in accumu-
lated other comprehensive income amounted to $43,737 and $218,569 for the years ended December 31,
2004 and 2003, respectively. The amount of (losses) gains reclassified out of accumulated other compre-
hensive income amounted to $(5,422) and $4,429 for the years ended December 31, 2004 and 2003,
respectively.

Gross unrealized losses and fair value by length of time that the individual securities have been in
a continuous unrealized loss position at December 31, 2004 are as follows:

Continuous Unrealized

Losses Existing for Total
Less than More than Unrealized
Available-for-Sale Fair Value 12 Months 12 Months Losses
U. S. Agency $ 990,373 $ 9,626 $ - $ 9,626
Mortgage-backed securities ) 4,938,546 2,392 3,635 6,027
$ 5,928,919 $ 12,018 $ 3,635 $ 15,653
Continuous Unrealized
Losses Existing for Total
Less than More than Unrealized
Held-to-Maturity Fair Value 12 Months 12 Months Losses
Collateralized mortgage obligations $ 204,248 $ - $ - $ -
Mortgage-backed securities 8,970,698 112,014 - 112,014
$ 9,174,946 $112,014 $ - $112,014

Management evaluates securities for other-than-temporary impairment at least on a quarterly
basis, and more frequently when economic or market concerns warrant such evaluation. Consideration is
given to (1) the length of time and the extent to which the fair value has been less than cost, (2) the financial
condition and near-term prospects of the issuer, and (3) the intent and ability of the Company to retain its
investment in the issuer for a period of time sufficient to allow for any anticipated recovery in fair value.

At December 31, 2004, nine debt securities have unrealized losses with aggregate depreciation of
1.15% from the Company’s amortized cost basis. These losses relate principally to market changes in interest rates
since the original purchase. These factors coupled with the fact the Company has both the intent and ability to
hold these investments for a period of time sufficient to allow for any anticipated recovery in fair value
substantiates that the unrealized losses in the available-for-sale and held-to-maturity portfolio are temporary.
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5. LOANS RECEIVABLE

Loans receivable consist of the following at December 31:

2004 2003
Categories:
Mortgage loans:
Residential:
Permanent 1 - 4 single family $20,351,675 $25,693,522
Land 2,978 3,740
Commercial 9,116,932 4,127,739
Consumer loans:
Home equity loans 32,141,332 23,335,770
Secured loans 20,414,641 17,015,230
Other 3,804,507 3,975,759
Commercial 5,528,692 3,163,715
Total loans 91,360,757 77,317,475
Net deferred loan costs 536,807 441,594
01,897,564 77,759,069
Less allowance for loan losses 682,339 630,702
Loans receivable, net $91,215,225 $77,128,367

Loans aggregating $52,076,306 and $22,895,186 have been pledged to the FHLB as collateral for
credit extended by the FHLB for short-term borrowings at December 31, 2004 and 2003, respectively.

Nonperforming loans amounted to $97,609 and $44,000 as of December 31, 2004 and 2003,
respectively. The amount of interest income that would have been recorded on loans in nonaccrual status
as of December 31, 2004, had such loans performed in accordance with their terms, was $4,263.

The allowance for loan losses activity for the years ending December 31, is as follows:

2004 2003
Balance at beginning of year $ 630,702 $ 579,627
Provision for loan losses 293,705 255,427
Recoveries 58,399 59,574
Loan loss write-offs (300,467) (263,926)
Balance at end of year $ 682,339 $ 630,702

30

Impairment of loans having recorded investments of $97,609 and $44,000 at December 31, 2004
and 2003, respectively, has been recognized in conformity with SFAS No. 114 as amended by SFAS
Statement No. 118. The average recorded investments in impaired loans during 2004 and 2003 approxi-
mate $102,000 and $47,000, respectively. Interest income on impaired loans of approximately $2,400 and
$1,700 was recognized for cash payments received in the years ended December 31, 2004 and 2003,
respectively. The Bank is not committed to lend additional funds to debtors whose loans have been modi-
fied. The valuation allowance for impaired loans was $97,609 and $44,000 at December 31, 2004 and
2003, respectively.




In the normal course of banking business, loans are made to officers and directors and their affil-
iated interests. These loans are made on substantially the same terms and conditions as those prevailing at
the time for comparable transactions with outsiders and are not considered to involve more than the nor-
mal risk of collectibility. As of December 31, activity in such loans outstanding, both direct and indirect
(including guarantees), to directors, their associates and policy-making officers were as follows:

2004 2003
Balance at beginning of year $ 817,744 $ 548,688
Additional borrowings 250,771 457,844
Repayments (127,494) (188,788)
Balance at end of year $ 941,021 $ 817,744

6. PROPERTY AND EQUIPMENT

Property and equipment at December 31 are summarized by major classifications as follows:

2004 2003

Building $ 1,524,839 $ 1,800,268
Leasehold improvements 1,096,584 1,094,660
Furniture, fixtures and equipment 2,179,135 2,052,051
4,800,558 4,945,979

Less allowance for depreciation 1,726,603 1,304,999
3,073,955 3,640,980

Land 1,042,994 1,042,994
$ 4,116,949 $ 4,683,974

Depreciation expense totaled $447,220 and $380,820 for the years ended December 31, 2004 and
2003, respectively.

The Bank occupies a branch banking facility in Columbia, Maryland. BUCS Federal prepaid ten
years of rent totaling $327,218 for the period July 1, 1999 to June 30, 2009. BUCS Federal has the option
to extend the lease for three 5-year periods at a rent to be determined. Occupancy expense is charged
$2,750 per month for rent and amortization of the $327,218 of the prepaid amount.

7. DEPOSITS

Deposits at December 31, 2004 and 2003 are as follows:

2004 2003
Checking $14,191,039 $ 9,612,718
Regular savings 27,551,990 24,184,152
Money markets 19,388,381 17,603,832
IRA’s floating rate 2,383,238 2,595,766
Certificate of deposits (including IRA CDs) 25,105,907 30,190,855
$88,620,555 $84,187,323
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Scheduled maturities of certificate of deposits are as follows:

December 31,

2004

2005 $13,196,766
2006 3,687,765
2007 4,848,125
2008 2,122,043
2009 1,248,858
Thereafter 2,350

$25,105.907

Officers’ and directors’ savings accounts amounted to approximately $1,498,000 and $1,114,000
at December 31, 2004 and 2003, respectively.

Deposits over $100,000 approximated $25,232,440 and $25,381,000 at December 31, 2004 and
2003, respectively.

8. BORROWED FUNDS

Borrowings consist of FHLB advances at December 31, 2004 and 2003 and are summarized as follows:

2004 2003
Weighted Weighted
Average Average
Interest Interest
Amount Rate Amount Rate
Less than one year $ 8,800,000 2.20% $7.800,000 1.72%
One to two years 1,800,000 2.66 1,800,060 2.06
Two to three years 2,400,000 3.18 1,800,000 2.66
Three to four years 5,000,000 391 2,400,000 3.18
Four to five years — - 5,000,000 391
Thereafter 1,500,000 4.79 1,500,000 4.78

$19,500,000 3.00% $20,300,000 2.77%

The Company has $8,500,000 in adjustable rate advances and $11,000,000 in fixed rate advances
from the FHLB at December 31, 2004. As of December 31, 2004, the Company’s adjustable rate FHLB
advances include $1,500,000 of advances with a scheduled maturity in 2011. The FHLB under certain cir-
cumstances, has a one time call provision in 2006 related to these advances.

At December 31, 2004, the Company had line of credit commitments with the FHLB totaling
$30,500,000 of which $19,500,000 was advanced and $11,000,000 was available.

The Bank has pledged various mortgage-backed investment securities and residential real estate
mortgage loans as collateral for FHLB advances.

9. GUARANTEED PREFERRED BENEFICIAL INTEREST IN COMPANY’S SUBOR-
DINATED DEBT

In March 2003, the Company formed a wholly-owned subsidiary, BUCS Financial Capital Trust 1, a
Delaware business trust (the “Trust”). On March 27, 2003, the Trust sold $3.0 million of pooled capital securities
(the “Capital Securities”) to Tropic CDO I, Ltd., an unaffiliated entity, with a stated value and




liquidation preference of $1,000 per share. The Capital Securities were issued without registration under the
Securities Act of 1933, as amended, in reliance upon an exemption from registration as provided by Regulation S.

The obligations of the Trust under the Capital Securities are fully and unconditionally guaranteed
by the Company and the Trust has no independent operations. The entire proceeds from the sale of the
Capital Securities were used by the Trust to invest in Junior Subordinated Debt securities of the Company
(the “Junior Subordinated Debt”). The Junior Subordinated Debt is unsecured and ranks subordinate and
Junior in right of payment to all indebtedness, liabilities and obligations of the Company. The Junior
Subordinated Debt is the sole asset of the Trust.

Interest on the Capital Securities is cumulative and payable quarterly in arrears. The Capital
Securities mature on April 7, 2033. The Company has the right to optionally redeem the Junior
Subordinated Debt prior to the maturity date, but no sooner than five years after the issuance, at 100% of
the principal amount to be redeemed, plus accrued and unpaid distributions, if any, on the redemption date.
Upon the occurrence of certain events, the Company has the right to redeem the Junior Subordinated Debt
before five years have elapsed in whole, but not in part, at a special redemption price of 107.5% of the
principal amount to be redeemed, plus accrued and unpaid distributions, if any, on the redemption date.
Proceeds from any redemption of the Junior Subordinated Debt will cause a mandatory redemption of
Capital Securities having an aggregate liquidation amount equal to the principal amount of the Junior
Subordinated Debt redeemed. Additionally, under the terms of the Junior Subordinated Debt, the Company
will have the right, with certain limitations, to defer the payment of interest on the Junior Subordinated
Debt at any time for a period not exceeding twenty consecutive quarterly periods. Consequently, distribu-
tions on the Capital Securities would be deferred and accumulate interest, compounded quarterly.

The interest rate on the Capital Securities and Junior Subordinated Debt is fixed until April 7, 2008
at 6.65%. The interest rate resets quarterly after April 7, 2008 to LIBOR plus 3.25%. The interest rate at
December 31, 2004 was 6.65%. The proceeds were used for general corporate purposes, including in part
to fund the purchase of mortgage-backed securities in connection with a leverage strategy.

1¢. INCOME TAXES

Income tax expense for the years ended December 31, consists of the following:

2004 2003
Current income taxes:
Federal $277,047 $199,759
State 80,027 45,859
357,074 245,618
Deferred income taxes:
Federal (19,354) 12,050
State (4,284) 2,667
(23,638) 14,717
Total income tax expense $333,436 $260,335

Temporary differences between the amounts reported in the financial statements and the tax bases
of assets and liabilities result in deferred taxes. Deferred tax assets and liabilities, shown as the sum of the
appropriate tax effect for each significant type of temporary difference, are presented below for the years
ended December 31:
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2004 2003

Deferred tax assets:

Deferred compensation $ 34,217 $ 10,655
Allowance for loan losses 134,499 114,557
Gross deferred tax assets 168,716 125,212
Deferred tax liabilities:
Deferred loan costs 149,720 112,081
Depreciation 98,714 118,789
Other 4,623 2,322
Gross deferred tax liabilities 253,057 233,192
Net deferred taxes from operations 84,341 107,980
Unrealized gains on available-for-sale securities 5,490 32,160
Net deferred tax liability ' $ 89,831 $140,140

A two-year reconciliation of the difference between the statutory federal income tax rate and the
effective tax rate for the Company is as follows:

2004 2003
Federal income tax rate 34.0% 34.0%
Increase (decrease) resulting from:
State income taxes, net of federal income tax benefit 4.6 4.6
Other (2.7) (2.5)
Effective tax rate 35.9% 36.1%

1i. EMPLOYEE BENEFIT PLANS

401(k) Plan

The Bank has a 401(k) plan for all eligible employees. The contribution to the plan is a fixed per-
centage of the participants’ compensation. The cost of the plan for the years ended December 31, 2004 and
2003 approximated $74,000 and $60,000, respectively.

Deferred Compensation Plan

The Company has entered into a deferred compensation agreement with its Chief Executive
Officer. The estimated present value of future benefits to be paid is being accrued over the period from the
effective date of the agreement until the full eligibility date of the participant. The expense incurred for
this plan for the years ended December 31, 2004 and 2003 was $34,217 and $27,590, respectively. The
Company is a beneficiary of life insurance policies, with an aggregate cash surrender value of $2,132,529
at December 31, 2004, that was purchased as a method of partially financing benefits under this plan.

Emplovee Stock Ownership Plan

The Company sponsors a leveraged employee stock ownership plan (ESOP) that covers all
employees who work twenty or more hours per week. The Company makes annual contributions to the
ESOP equal to the ESOP’s debt service. ESOP shares are pledged as collateral for its debt. As the debt is
repaid, shares are released from collateral and allocated to active employees based on the proportion of
debt service paid in the year. The Company accounts for its ESOP in accordance with Statement of
Position 93-6. Accordingly, the debt of the ESOP is recorded as debt and the shares pledged as collateral
are reported as unearned ESOP shares in the statement of financial position. As shares are released from
collateral, the Company reports compensation expense equal to the current market price of the shares and




the shares become outstanding for earnings-per-share (EPS) computations. ESOP compensation expense
was $84,914 and $87,600 for the years ended December 31, 2004 and 2003, respectively. The ESOP shares
for the year ended December 31, 2004 were as follows:

Allocated shares 9,082
Shares released for allocation 3,565
Unreleased shares 22,103

Total ESOP shares 35,650

Fair value of unreleased shares at December 31, 2004 was $535,998.

Stock Options

The Company has stock option award arrangements, which provide for the granting of options to
acquire common stock, with directors and key employees. Option prices are equal to or greater than the
estimated fair value of the common stock at the date of the grant. The majority of options granted under
the 2002 Stock Option Plan (the “Plan”) vested upon issuance, certain other options granted have a three-
year vesting schedule with the first year vested upon issuance. Options do not become exercisable until six
months after the date of grant. All options expire ten years after the date of grant.

Information with respect to stock options is as follows for the year ended December 31, 2004 and 2003:

2004 2003

Weighted Weighted
Average Average
Number Exercise Number Exercise

of Shares Price of Shares Price
Outstanding at beginning of year 43,450 $ 20.19 11,330 $ 19.20
Granted — .00 32,120 20.55
Exercised - .00 - .00
Forfeited/cancelled - .00 - .00
Outstanding at end of year 43,450 $ 20.19 43,450 $ 20.19

Options outstanding are summarized as follows at December 31, 2004:

Options Outstanding

Weighted
Average
Remaining
Contractual Options
Exercise Life Exercisable
Price Shares (Years) Shares
19.20 11,330 7.3 7,553
20.55 32,120 8.7 32,120
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12. REGULATORY CAPITAL

The Bank is subject to various regulatory capital requirements administered by the Office of Thrift
Supervision. Failure to meet minimum capital requirements can initiate certain mandatory and possibly
additional discretionary actions by regulators that, if undertaken, could have a direct material effect on the
Company’s financial statements. Under capital adequacy guidelines and the regulatory framework for
prompt corrective action, the Bank must meet specific capital guidelines that involve quantitative measures
of the Bank assets, liabilities and certain off-balance sheet items as calculated under regulatory account-
ing practices. The Bank’s capital accounts and classification are also subject to qualitative judgments by
the regulators about components, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Bank to
maintain amounts and ratios (set forth in the table below) of total and Tier 1 capital (as defined in the reg-
ulations) to risk-weighted assets (as defined), and of Tier 1 capital (as defined) to average assets (as
defined). Management believes as of December 31, 2004, that the Bank meets all capital adequacy require-
ments to which they are subject.

As of December 31, 2004, the most recent notification from the Office of Thrift Supervision cat-
egorized the Bank as well capitalized under the regulatory framework for prompt corrective action. To be
categorized as well capitalized the Bank must maintain minimum total risk-based, Tier 1 risk-based, and
Tier 1 leverage ratios as set forth in the table. There are no conditions or events since that notification that
management believes have changed the Bank’s category.

Actual capital amounts and ratios for the Bank are presented in the table below:

To be
Well Capitalized
Under Prompt
For Capital Corrective Action
Actual Adequacy Purposes Provision

Amount Ratio  Amount Ratio Amount Ratio

As of December 31, 2004:
Total capital (to risk-weighted assets)  $10,962,000 11.9% $7,339,760 8.0% $9,174,700 10.0%

Tier 1 capital (to risk-weighted assets) 10,954,000 11.9 3,669,880 4.0 5,504,820 6.0

Tier 1 capital (to average assets) 10,954,000 9.0 4,891,720 4.0 6,114,650 5.0
As of December 31, 2003:

Total capital (to risk-weighted assets)  $10,861,551 14.0% $6,219,520 8.0% $7,774,400 10.0%

Tier 1 capital (to risk-weighted assets) 10,310,092 13.3 3,109,760 4.0 4,664,640 6.0

Tier 1 capital (to average assets) 10,310,092 9.0 4,599,560 4.0 5,749,450 5.0




The following is a reconciliation of capital computed under accounting principles generally
accepted in the United States of America to regulatory capital at December 31, 2004:

GAAP Tangible Core Total
Capital Capital Capital Capital
GAAP capital $10,961,918 $10,961,918 $10,961,918 $10,961,918
Accumulated gains on certain -
available-for-sale securities (8,725) (8,725) (8,725)
Additional capital items - general
valuation allowance - - 624,129
Regulatory capital - computed $10,953,193 $10,953,193 $11,577,322

The following is a reconciliation of capital computed under accounting principles generally accepted in
the United States to regulatory capital at December 31, 2003:

GAAP Tangible Core Total
Capital Capital Capital Capital
GAAP capital $10,362,554 $10,362,554 $10,362,554 $10,362,554
Accumulated gains on certain
available-for-sale securities (52,462) (52,462) (52,462)
Additional capital items -
General valuation allowance - - 551,459
Regulatory capital - computed $10,310,092 $10,310,092 $10,861,561

13. DISCLOSURES ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS

The following methods and assumptions were used to estimate the fair value of each class of finan-
cial instruments for which it is practicable to estimate that value.

Cash and Cash Equivalents

For those short-term instruments, the carrying amount is a reasonable estimate of fair value.

Investment Securities

For all investments in debt securities, fair values are based on quoted market prices. If a quoted
market price is not available, fair value is estimated using quoted market prices for similar securities.

Loans Receivable

The fair value of categories of fixed rate loans, such as commercial loans, residential mortgage,
and other consumer loans is estimated by discounting the future cash flows using the current rates at which
similar loans would be made to borrowers with similar credit ratings and for the same remaining maturities.
Other loans, including variable rates loans, are adjusted for differences in loan characteristics.

Investment in Federal Home Loan Bank of Atlanta Stock

The carrying amount of Federal Home Loan Bank of Atlanta (FHLB) Stock is a reasonable esti-
mate of fair value as FHLB stock does not have a readily available market and can only be sold back to
the FHLB at its par value of $100 per share.
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Deposits

The fair value of demand deposits, savings accounts, and certain money market deposits is the
amount payable on demand at the reporting date. The fair value of fixed-maturity certificates of deposit is
estimated using the rates currently offered for deposits of similar remaining maturities.

Borrowed Funds

The fair value of borrowed funds was determined using a cash flow approach based on market rates.

Commitments to Extend Credit

The Company’s adjustable rate commitments to extend credit move with market rates and are not
subject to interest rate risk. For the Company’s fixed rate commitments to extend credit, fair value con-
siders the difference between current levels of interest rates and the committed rates.

The estimated fair values of the Bank’s financial instruments, excluding goodwill, as of December

31, are as follows:

Financial assets:

Cash and cash equivalents
Investment securities
Loans receivable
Investment in FHLB stock

Financial liabilities:
Deposits
Borrowed funds

Off-Balance Sheet Financial Assets:

Commitments to extend credit

2004 2003
Estimated Estimated
Carrying Fair Carrying Fair
Amount Value Amount Value
$7,296,507 $7.296,507 $3,846,463 $ 3,846,463
15,214,802 15,103,866 28,193,192 28,064,580
91,215,225 90,118,000 77,128,367 78,171,000
1,114,900 1,114,900 1,140,000 1,140,000
88,620,555 88,664,865 84,187,323 84,356,540
19,500,000 19,565,000 20,300,000 20,429,920
2004 2003
Estimated
Estimated Estimated Contract Estimated
Amount Fair Value Amount Fair Value
$23,323,000 $23,323.000 $18,513,000 $18,507.000




14. FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK

In the normal course of business, the Company has various outstanding credit commitments which
are properly not reflected in the financial statements. These commitments are made to satisfy the financ-
ing needs of the Company’s clients. The associated credit risk is controlled by subjecting such activity to
the same credit and quality controls as exist for the Company’s lending and investing activities. The com-
mitments involve diverse business and consumer customers and are generally well collateralized.
Management does not anticipate that losses, if any, which may occur as a result of these commitments
would materially affect the stockholders’ equity of the Company. Since a portion of the commitments have
some likelihood of not being exercised, the amounts do not necessarily represent future cash requirements.

Loan and credit line commitments, totaled $23,323,000 at December 31, 2004 and $18,513,000 at
December 31, 2003. These commitments are contingent upon continuing customer compliance with the
terms of the agreement.

Variable rate loan commitments were at current market rates ranging from 4.25% to 7.25% for
December 31, 2004.

15. RENT/RELATED PARTY TRANSACTIONS

The Bank occupies administrative and banking facilities in Owings Mills, Maryland. The Bank
does not make rental payments on these premises. However, BUCS Federal has an agreement with
CareFirst (Blue Cross/Blue Shield of Maryland) through March 2009 to process and maintain a cash facil-
ity on premises. The estimated value of these service fees for rent expense approximates $120,000 per
annum. Non-interest income and occupancy expense include recognition of this agreement.

In November 2002 the Company entered into an agreement to sublease additional administrative
and banking facility space in Owings Mills from CareFirst with an initial term through November 30, 2009.
The Bank is required to pay $18,500 per annum under the sublease during the term of the agreement.
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16. PARENT COMPANY FINANCIAL STATEMENTS

Condensed financial information for BUCS Financial Corp (parent company only) is as follows:

CONDENSED BALANCE SHEET
DECEMBER 31, 2004 AND 2003

ASSETS
2004
Cash $ 1,325,666
Investment in subsidiaries 11,953,393
Notes receivable 233,352
Other 363,924
Total assets $13,876,335

LIABILITIES AND STOCKHOLDERS’ EQUITY
Liabilities:

Other $ 47612
Long-term notes payable 3,000,000

Total liabilities 3,047,612

Stockholders’ equity:

Common stock 40,099
Stock dividend distributable -
Additional paid-in capital 4,170,343
Retained earnings 6,609,556
Accumulated other comprehensive income 8,725

Total stockholders’ equity 10,828,723

Total liabilities and stockholders’ equity $13,876,335

CONDENSED STATEMENT OF INCOME
FOR THE YEARS ENDED DECEMBER 31, 2004 AND 2003

2004

Interest income $ 22,519
Operating expenses 270,897
Loss before income tax benefit and equity

in undistributed income of subsidiaries (248,378)
Income tax benefit (105,134)
Loss before income in undistributed income of subsidiaries (143,244)
Equity in undistributed income of subsidiaries 733,240
Net income $ 589,996

2003

$ 1,450,800
11,211,375
265,762
351,095

$13,279,032

$ 47612
3,000,000

3,047,612

36,459
3,640
4,117,839
6,021,020
52,462

10,231,420
$13,279,032

2003

$ 21,820

216,272

(194,402)

(71,929)

(122,473)

582,480
S 460,007




CONDENSED STATEMENT OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2004 AND 2003

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Equity in undistributed income of subsidiaries
Net increase in other assets
Net increase in other liabilities

Net cash used in operating activities

Cash flows from investing activities:
Investment in subsidiaries
Proceeds from notes receivable

Net cash provided by (used in) investing activities

Cash flows from financing activities:
Proceeds from long-term notes
Cash paid for fractional shares of stock dividend

Net cash (used in) provided by financing activities

NET (DECREASE) INCREASE IN CASH
CASH AT BEGINNING OF YEAR

CASH AT END OF YEAR

BUCS Financial Corp

2004

$ 589,996

(733,240)
(12,829)

(156073)

32,410
32,410

(1,461
(1,46

(125,134)
1,450,800

$ 1,325,666

2003

$ 460,007

(582,480)
(245,252)
47,612

(320,113)

(1,516,000)
32,410

(1,483,590)

3,093,000

3,093,000

1,289,297
161,503

$ 1,450,800
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